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PLANNER
THE NEWSLETTER FOR THE AICPA PERSONAL FINANCIAL PLANNING DIVISION
CEA Program Update
By James H. Wilson, CPA, Bristol, Tennessee, CEA Program
consultant, and former member of the PFP Executive Committee.
In 1986 the PFP Committee asked the CPE
Division to offer an integrated series of PFP
courses leading to a Certificate of Educational
Achievement (CEA). The PFP Committee recom
mended that the AICPA purchase the successful
PFP Certificate Program developed by the Califor
nia CPA Foundation for Education and Research.
The AICPA acquired the California program and
launched the CEA program in PFP in 1987. The

program is open to all CPAs who are members of
the AICPA or a state society. Participants receive
88 CPE hours and a Certificate of Educational
Achievement upon completion of all courses.
The CEA program in PFP includes the follow
ing seven courses:

Adding PFP to Your Practice
Successful Planning for Retirement
Risk Management and Insurance in PFP

James H. Wilson, CPA, consultant to the CEA program

The APFS exam content outline is similar to the
curriculum of the CEA program, but covers some
subjects, such as estate planning, in more depth.
The emphasis of the CEA program, however, is on

Personal Financial Planning Tax Considerations
and Strategies
Analyses and Role of Investments in PFP
Helping Your Client Set Financial Goals
Case Studies in Personal Financial Planning.

the process of financial planning, not on prepara

tion for the APFS exam. It is an intensive educa
tional experience that will enhance CPAs’ PFP
expertise and broaden their understanding of new
planning strategies.

Courses Updated in 1988

Comparison with the CFP Program

The courses have been enhanced to better
meet CPAs’ needs at this time. The following are

Although the Certified Financial Planner (CFP)
program is a good educational experience, some of
the course material is too elementary for a CPA.

the major modifications:
■ Development of a uniform design for all courses. It includes
the following format for each chapter:
A list of objectives.
An outline.
Questions or mini cases, or both.
A generous use of practice aids.
■ Revisions in the first course so that it serves as a better
introduction to the entire curriculum.
■ Expansion of the topical coverage in the risk management
course.
■ Coverage of the subject areas included on the Accredited
Personal Financial Specialist (APFS) exam, for those CPAs
interested in pursuing that specialty designation.
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THE PLANNER
healthy spouse may be dramatically altered.
The department of Health and Human Serv
ices estimates that one out of four Americans who
live to age 65 will eventually require nursing home
care. At the present time, about one third of the
elderly over 85 are in nursing homes.
The cost of care varies widely by geographic
area. It averages about $20,000 to $30,000 a year,
with the most expensive nursing homes costing
more than $50,000 a year.
Long-term care insurance is one planning strat
egy that can be considered to protect retirees
from exhausting their assets to meet nursing home
The CEA curriculum in PFP is intended tomeetthe

needs of the practicing CPA, providing an interme
diate level of knowledge. The course materials can
be used by the participants for reference long
after they have completed the course.

Offers Foundation in PFP
The PFP Division’s Professional Education
Subcommittee has reviewed the updated course
outlines and anticipates a successful second year
of the CEA program. The program offers PFP Divi
sion members an opportunity to obtain a strong
foundation in the PFP process. Thirty state so
cieties are participating in the program. Fifteen of
fer all seven courses.
Division members will receive a CEA Program
brochure in May. It will include course descriptions
and a schedule of when and where courses will be
offered. Additional information is available from
your state society or by calling the AICPA at (800)
AICPANY [in New York, call (212) 575-5696].

Who Needs Long-Term Care
Insurance?
Nursing home expenses for custodial care de
plete the resources of many elderly Americans.
This is particularly difficult when a healthy spouse

remains at home. If retirement savings are used to
meet nursing home expenses, the lifestyle of the

fees. It is an evolving insurance product that has
decreased in cost, improved in coverage, and be
come more widely available in the last two years.
Sixteen insurers offered the coverage in 1986.
More than seventy insurers are currently providing

it. About 500,000 policies were in force at the end
of 1987. According to the Health Insurance Asso
ciation of America, some of the more active com
panies include Bankers Life and Casualty, Colonial
Penn, CNA, and Aetna.

Long-Term Care Policies
Most long-term care policies are indemnity pol
icies, providing a fixed daily benefit for a specified
period of time for care in a long-term care facility.

About two thirds of the insurers also offer cover
age for home health care, often at a reduced daily
benefit. The benefits of most policies do not adjust
for inflation.

Whether a policy will cover a nursing home stay
is determined by the policy’s (1) exclusions, (2)
provisions concerning pre-existing conditions, (3)
definitions of a covered facility and covered care,
and (4) admission requirements.
Exclusions. Policies may exclude long-term
care related to certain problems, such as mental
conditions or alcoholism.

Pre-existing Conditions. Most insurers exclude
coverage of pre-existing conditions for a specified
period, usually a year or less.
Definition of a Covered Facility and Covered
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Care. A long-term care facility must meet a policy’s
definition of a covered facility. Policies frequently
cover only stays in facilities licensed by the state.
They may require that the facility qualify for medi
care or medicaid benefits. The policies also define
the type of skilled, intermediate, custodial, and
home care they cover.

Admission Requirements. Many policies pro
vide benefits only if the admission to a long-term

care facility is preceded by a hospital stay of at
least three days. Some require that the insured
receive skilled or intermediate care before they will
pay for custodial care expenses.

The Cost of Coverage
The annual cost of long-term care coverage
ranges from about $200 a year to more than
$2,000, depending on the insurer and the following

factors:
Age of the Insured. Premiums are lower for
younger insureds.

Daily Benefit and Duration of Benefits. The

cost increases with increases in the size of the
insured daily benefit, which may vary from $30 to
$125 or more. The premium also increases if the
benefit period increases. The average benefit
period is four years, but some policies offer a max
imum benefit period of five or six years.

Elimination Period. Most policies include an
elimination or waiting period before benefits begin.
The elimination period acts like a deductible—ex
tending it reduces the premium. Policies generally

offer elimination periods of 0, 20, or 100 days.
Most policies provide a fixed daily benefit and
do not keep up with inflation. Some insurers offer
an annual inflation adjustment option for an in
creased premium. Others offer a high maximum
daily benefit that provides a cushion for inflation.

Potential Customers of Long-Term Care Insurance
Long-term care coverage is probably most
beneficial for certain middle and upper-middle in
come clients. The coverage may help protect their
home and retirement savings if they require nurs

ing home care. Many such clients would find the
premiums affordable. Depending on the contract
terms, premiums generally range between $300

and $1,000 a year for a sixty-five year old and
between $700 and $2,000 a year for an eighty
year old insured.
Low income clients may find the insurance ex
pensive and not cost effective if they do not have
sufficient assets to protect. Wealthy clients may

be able to afford the cost of a nursing home and
not need the insurance.
To qualify for long-term care coverage, clients
must meet underwriting requirements. Con

sequently, they have to obtain coverage before
they develop medical problems requiring long-term
care or before reaching age 80. Most policies can

not be purchased after age 79. A policy’s re
newability clause determines if an existing policy
can be renewed. Most policies are either guaran
teed renewable or conditionally renewable.

Selecting a Policy
The provisions of long-term care policies vary
considerably among insurers. Consequently, plan
ners need to carefully review a client’s needs and
the contract terms. The following are features to
consider in a policy review:
■ Benefits and the benefit period.

■ Definition of covered care and a covered facility. Do they
describe facilities available in the client’s geographic area?
■ Admission requirements.
■ Exclusions.
■ Waiting period.
■ Renewability of contract.
■ Waiver of premium.
■ Cost.

■ Financial strength of the insurer.
Whether a client should consider long-term
care insurance will depend on his expected future
cash flows and the need to protect assets.

SEC Study Profiles Financial
Planning Industry
The SEC Staff recently completed a study of
financial planners. The House Subcommittee on

Telecommunications and Finance and the Senate
Banking Subcommittee on Consumer Affairs will
use it in their deliberations about whether the in
dustry needs additional regulation.
The study profiles PFP clients, practitioners,
and the current federal and state regulatory en
vironment. It reports on compliance of registered

investment advisers with federal securities laws. It
also evaluates the National Association of Se
curities Dealers’ (NASD) pilot program for a selfregulatory organization for financial planners.
The focus of the study is financial planners
who are registered under the Investment Advisers
Act of 1940. The study does note, however, that
“not all financial planners are investment ad
Continued on following page
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visers.” Information included in the SEC database
on investment advisers and investigations of finan
cial planners registered with the SEC formed the
primary resources of the study. That information

Reasons Why Clients Sought the Advice of
Financial Planners

was supplemented by the staff’s study of industry
literature, such as membership and consumer sur
veys by PFP associations.
The study was not reviewed by the Securities
and Exchange Commission and does not repre

Reason
Plan for retirement

16.3

Reduce income taxes paid

15.9

Plan financial future

12.8

Increase net worth

sent the Commission’s views. It does, however, pro
vide information of interest to planners. The client
profile identifies the type of client likely to seek
PFP services. The practitioner profile provides in
teresting data on fee structures used by the indus
try. The reports on the regulatory environment and
the NASD pilot program offer insights on the SEC

Percentage of Clients
Citing The Reason

9.0

Estate planning

8.7

Save for children’s education

8.4

Increase income

5.2

Portfolio management

4.3

Help in personal budgeting

4.0

Hedge against inflation

3.8

Help in saving money

3.6

staff’s attitude about an SRO program.

PFP Client Profile—Identifying The Target Market
Research included in the study indicates that
only about 13 percent of the public is likely to seek

Client investment objectives cited by the in
vestment advisers in the survey were relatively
conservative, as indicated in the following chart:

financial planning advice. The study’s summary
profile of a PFP client in the table below may help
Primary Investment Objective

planners identify the segment of the public that is
interested in financial planning.

Percentage
of Clients

Capital growth with some safety
of principal
Capital growth and income

25
20

Preservation of capital

15

Tax savings

15

Income

15

Aggressive growth of capital

10

Planners: How Clients Select Them and How They Are
Compensated

That client profile probably describes a large
percentage of the individual clients of many CPA
firms. To pinpoint which clients fitting that profile
are likely to need PFF, the study provides the help
ful chart at the top of the next column that indi
cates the reasons clients cited for seeking finan
cial planning services.

Most of the reasons sound familiar to CPAs—
the kind of client concerns CPAs have been help
ing clients with for decades.
A checklist of questions about those planning
items might be a valuable tool to use during tax
season to help identify potential PFP clients within
a firm’s client base.

The SEC staff study profiled planners as well
as clients. Planners are likely to be middle-aged,
male, and relatively well-educated.
How do clients select a planner? Planners sur
veyed believe that a third of their clients relied on
referrals from other clients, 14 percent on yellow
page listings, 13 percent on referrals from other
professionals, 10 percent on seminars, 5 percent

on advertising, 5 percent on direct mail, and about
20 percent from various other sources.
Another survey cited in the study indicated
greater reliance on referrals: 48 percent relied on
referrals from professionals and 13.7 percent on
referrals from friends or family. In that study

23 percent indicated that advertising was a
source of information used to select a planner.
The staff analyzed compensation structures

AICPA
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for financial planning services provided by regis
tered investment advisers. They usually charge
hourly rates (54 percent) or fixed fees (43 percent)
for their planning services. Many have several fee
arrangements for clients to select from. A fairly
common arrangement is a fixed fee for a plan and
an hourly rate for additional consultation. In the
SEC survey, the average plan cost $1,375 and the
median cost was $500. In a Consumer Federation

of America study, flat fees ranged from $250 for a
computer plan to $10,000 for a plan analyzing ex
tensive, complex investments for a wealthy client.

Federal Regulation
The staff notes that financial planners are not
subject to federal regulation unless they meet the
definition of an investment adviser under the In

vestment Advisers Act of 1940. It quotes sources,
however, that state that it is impossible to do finan
cial planning without providing advice about se
curities. “If this were the case,” the staff notes,

“most financial planners would be advisers re
quired to register with the SEC. There is, as yet,
insufficient data from which to verify this view” (p.
82). The number of financial planners in the coun
try is difficult to determine, but is estimated to be
in the tens of thousands. There are about 7,000
registered as investment advisers.

pliance review of members’ investment advisory
activities. The staff noted, however, that proce
dures would be needed to insure that investment
adviser inspections did not get overshadowed by
NASD’s more time-consuming broker-dealer
inspections.

Copies of the Study Available
Copies of the study, Financial Planners: Report
of the Staff of the U.S. Securities and Exchange
Commission to the House Committee on Energy
and Commerce’s Subcommittee on Telecommuni
cations and Finance, is available from the Se
curities and Exchange Commission, Public Refer
ence Branch, 450 Fifth St., N.W., Washington, D.C.
20549. The request should indicate a willingness
to pay for billing, which will be $.20 a page for the
approximately 200 pages.

RabbiTrusts: Deferred
Compensation Arrangements
Because the Tax Reform Act of 1986 tight
ened the requirements for qualified retirement
plans, some companies are considering deferred
compensation arrangements for key executives to

In describing existing state regulation, the

supplement or substitute for qualified plans. How
ever, with low individual tax rates and the expecta
tion that rates will rise next year, 1988 may not be
the year to defer compensation. That does not
prevent planners, however, from developing de

study notes that forty states regulate advisers un
der their securities laws. Thirty-one have adopted

ferred compensation strategies for future years.
Companies need to carefully structure de

the Uniform Securities Act. Many states require
successful completion of an exam, a requirement
that is not part of federal law.

ferred comp plans to avoid having employees
taxed on the deferred income. Employees are

State Registration

The report notes that some states also prohibit
advisers from using the title financial planner if it
does not reflect their services, qualifications, or
method of compensation.

Self-Regulation Project
NASD, in conjunction with the SEC’s Division
of Investment Management, conducted a pilot in

deemed to have constructive receipt of deferred
funds if they have a secured interest in segregated
funds of their employer. The employees, however,
want some assurance that the funds will be avail
able when they are ready to withdraw them.
A 1981 IRS private letter ruling involving a rabbi
described a trust arrangement for deferred com
pensation that would not trigger taxation of the

spection program to determine the feasibility of
NASD inspecting member firms to determine
compliance with the SEC’s requirements for regis
tered investment advisers. In the pilot program,
NASD inspected forty-six NASD members that
are registered investment advisers.

funds at deferral. Such trusts, known as rabbi
trusts, can be structured so that the employees
have assurance that they will receive their com
pensation in later years, unless their employer be
comes insolvent or goes bankrupt. The terms of
the trust instrument can protect employees’ funds
even if management changes or there is a hostile

The SEC staff reviewed the results of the
NASD pilot program and concluded that NASD
inspectors are capable of conducting a com

take over.
A rabbi trust is an irrevocable trust. It should
have an independent trustee who is not an em
---------

Continued on following page
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ployee and separate accounts for each
participant.
To establish that the employees do not have
constructive receipt of deferred funds or an eco
nomic benefit in the funds, the trust instrument
should provide that—
■ Employees cannot assign or attach trust assets.
■ Trust assets will be frozen in the event of the employer’s
insolvency or bankruptcy.
■ Trust assets can be used to satisfy claims of the employer’s
general creditors if the employer becomes insolvent or

bankrupt.
According to I.R.S. rulings (see PLR 8113107
and PLR 8730041), those provisions subject an
employee’s receipt of trust assets to substantial
limitations or restrictions. Consequently, funding
the trust will not be a taxable event for the
employees.
A rabbi trust does not protect an employee’s
deferred compensation in the event of the em

Automated Workpapers from the
Personal Financial Planning
Manual
The PFP Practice Subcommittee is exploring
the feasibility of developing software for key work
papers included in the Personal Financial Planning

Manual. The subcommittee requests that any Divi
sion members who have automated workpapers
from the Manual contact Lailani Moody at (212)

575-3658. Software capability might already exist
if we share our resources.

Investment Planning Techniques
Clients

for

The Rule of 72 and dollar cost averaging are
techniques that may help some clients carry out
their investment objectives.

ployer’s bankruptcy. Employees, therefore, will still

Rule of 72

need to carefully evaluate the economic viability of
their employer before deciding whether to partici
pate in a deferred compensation plan.

The power of compound interest on principal
can be a key ingredient for building wealth. The

more time available for compounding, the more im

pressive the results will be. For example, investing

National Awareness
Publicity Program
A new brochure, “Do I Need Personal Financial
Planning,” is available through the order depart
ment. The brochure is written in a simple question

$1,000 annually for 20 years at compound interest
of 8 percent yields $44,000. At 10 percent,
$1,000 invested annually for 30 years yields

$181,000.
The rule of 72 is a simple calculation to deter

and answer style. It answers basic questions on
financial planning, goal setting, net worth, savings,

mine approximately how long it takes money to
double—simply divide the interest rate into 72.

estate planning, and other topics. The brochure is
appropriate to include in a client mailing or to leave

Thus, $1000 invested at 6 percent would double in
12 years. At 8 percent, it would double in 9 years.
If clients have identified suitable investment

in a reception area. Its cost is $10 per 100 and the
order number is 009151. The toll free numbers for
the order department are (800) 334-6961; in New

York (800) 248-0445. A second brochure, a finan
cial-health quiz for prospective clients, is in
development.
A news release formally announcing the Ac

credited Personal Financial Specialist program to

the public was sent to approximately 500 news
papers and magazines. The release explains how
CPAs qualify for the APFS designation and how it
benefits the consumer.
A survey is being developed for members of
the PFP Division. It will ask planners for their views
on the economy and also for the views of their
clients. The results will be released to the media to
help gain coverage for CPA financial planners.

products paying compound interest, the rule of 72
can help them determine how long it will take to
reach their financial goals. For example, if they plan
to invest $20,000 in a zero coupon bond yielding 9
percent that matures in eight years, they will have
accumulated about $40,000 at maturity. Tax on
the accruing interest would presumably have been
paid from other funds.
Clients can also determine the approximate
yield they’ll need to earn to accumulate a specific
amount by a certain time. If clients want their
child’s education fund of $50,000 to grow to
$100,000 in 12 years, they will need to earn 6 per
cent after taxes (72÷12). If the fund has only
9 years to grow, it will need to earn 8 percent after

taxes (72÷9).
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Dollar Cost Averaging—A Buy and Hold Strategy
Dollar cost averaging is a technique that inves
tors have used since the 1920s to obtain time diver
sification for their investments. The technique
consists of investing equal dollar amounts at reg
ular intervals in a security, such as a mutual fund or
an individual common stock. The following illustra

tion demonstrates the technique:

Period

vestment
In

Market
Price

Shares
Purchased

1

$200

12.50

16

2

$200

8.00

25

3

$200

10.00

20

4

$200

12.50

16

5

$200

20.00

10

$1,000

Continuing Professional
Education Highlights
The AICPA and State CPA Societies are
organizing CPE courses and Conferences in PFP
and related subjects. The PFP Division’s National
Technical Symposium, to be held October 31 and
November 1 in San Francisco, is described in the
February/March 1988 issue of The Planner. For
additional information about the conferences and
courses listed below, call 800-AICPANY [in New
York, call (212) 575-5696].

The CPA’s Role in Divorce and
Related Tax Matters
Tax Strategies for the High
Income Individual

87

Estate Planning Conference
Average market price

$12.60

Average share cost

$11.49

Recommended
CPE Hours

Conference

New Orleans
May 5-6...................... 16
Denver/May 16-17
Orlando/June2-3. 16
Boston
July 27, 28,
and 29........................26

Group-Study Courses
The illustration reflects the usual results: the

average cost of a share is less than the average
market price during the investment period, be
cause $200 will buy more shares when the price is
low, say $8.00 a share, than when it is high, say
$20.00 a share. If used over a long term, the tech

nique smooths out short-term price fluctuations to
reflect the long-term upward trend of stock prices.
That theory works advantageously for the inves
tor unless the security’s price declines steadily.

Clients could use dollar cost averaging to carry

out plan recommendations to invest a consistent
dollar amount at regular intervals to accumulate
funds for particular financial goals. To achieve ade
quate diversification, the client can allocate a por
tion of the investable amount to each of several
funds or stocks.
The technique is useful for clients using a long
term buy and hold investment strategy. It does not
require market timing, yet it enables the client to
benefit from favorable price fluctuations. The
funds or stocks selected for dollar cost averaging

should be good long-term investments that the cli
ent will be comfortable investing in even when
prices are falling.
The client will realize an investment gain by sell
ing the securities when the average cost is less
than the current price. Clients following this tech
nique may realize losses, however, if circum
stances force them to sell the securities when
prices are low or if the securities steadily decline in

(Offered by various State CPA Societies)
Personal Financial Planning Certificate of
Educational Achievement Program (See article
on page 1)
Technical Skills Development for Personal
Financial Planners..................................................................... 16

Basic Concepts in Estate Planning...........................................

8

Using Trusts in Income and Estate
Tax Planning..................................................................................16
Estate Planning Workshop.............................................................. 16
Practical Tax Considerations for Physicians
and Dentists....................................

8

Tax and Financial Aspects of Retirement..................................

8

Tax Effective Rollover Strategies:
Financial Planning for Lump-Sum
Distributions...............................................................................

8

The 1988 Pension Distribution
Time Bomb: Penalties vs. Elections..................................

8

Self-Study Courses
CPA’s Role in Personal Financial Planning.............................
An Integrated Approach to Personal
Financial Planning

8

Intermediate............ 8
Advanced................... 4

Tax and Financial Planning for Retirement.............................
Rollover Strategies (Financial Planning for
Lump-Sum Distributions).....................................................

8

What a CPA Should Know About Investment
Decisions....................................................................................

8

Tax Effective Methods for Taking Money Out of Closely
Held Corporations...................................................................

8

Tax Planning for Stockholders of the Closely
Held Corporation.....................................................................

4

6

Estate and Gift Taxation................................................................... 12
Estate Planning..................................................................................

8

Income Taxation of Estatesand Trusts.........................................12

State Society Conference
The Louisiana CPA Society
New Orleans
Financial Planning Workshop
July 19...........................8
[For information, call (504) 835-1040]

value.

AICPA
7

THE PLANNER
Legislative Activity Affecting
Financial Planners
Georgia and South Dakota recently passed in
vestment adviser legislation. Those bills and other
recent state legislative activities are described
below.

services. It prohibits the use of the term financial
planner except by those registered as investment
advisers or investment adviser representatives.
Ohio—A bill (H-70) requiring the registration
and regulation of investment advisers including fi
nancial planners was introduced into the House. At
a public hearing, the state society convinced the

California—The Senate Financial Planner Reg
ulatory Review Task Force recommended dis
closure requirements for both individual financial
planners and financial planning service entities.

House Financial Institutions Committee not to take
action on the bill.

Banks, brokerage houses, and attorneys oppose
individual disclosures.
Connecticut—The draft financial planner regi
stration bill died before being introduced into the
legislature. The Commissioner of Banking con

NASAA’s amendments to the model securities act
(discussed in the June/July 1987 issue of The Plan
ner), was signed into law in March.

cluded that the bill was not warranted.
Georgia—A bill (H-1566) regulating financial

South Dakota—House bill 1099, which incor
porates into the state’s investment adviser law

Magazine Wants CPAs' PFP Tips

planners through examination and disclosure re

In November Sylvia Porter’s Personal Finance
Magazine will begin a new column on strategies

quirements passed the legislative. If signed by the
governor, it will become effective May 1, 1989. It
will probably be amended before the effective
date to resolve problems such as the absence of a
definition of a financial planner.

suggested by professionals and readers. It plans
to inaugurate the column in style, using only tips
from professionals, and is very interested in receiv
ing suggestions from CPAs. The scope of the col
umn will be broad, so tips can cover tax hints, PFP

Indiana—A bill (S-242) amending the definition

suggestions, or other subjects of interest that are
original or that have not received broad cov
erage. Submissions should be brief, about one
typed page. The column will include the name, lo
cation, and affiliation of the person submitting the
tip.

of investment advisers in the state’s securities
laws died when the legislature adjourned. It is ex
pected to be reintroduced next year.
Maryland—The House held hearings con
cerning three bills affecting financial planners. Two

bills (H-96 and H-344) were described in the February/March issue of the The Planner. The third bill
(H-713) would require the registration of financial
planners.
Missouri—The House is considering a bill
(H-1357) regulating financial planners and their

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Strategies for the November column are
needed by the first week of June. The column will
be a regular feature, so strategies received later
can appear in other issues. Send the tips to Sylvia
Porter’s Personal Finance Magazine, Department

GW, 380 Lexington Avenue, New York, NY 10017.

